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THE OBJECTS AND METHODS OF CURRENCY 
REFORM IN THE UNITED STATES. 

Agitation for currency reform is by no means of re- 
cent origin. Indeed, in a certain sense, this agitation can 
be said to date from the close of the Ci%'il War. Of 
course, it has not been altogether continuous either in 
intensity or as respects the precise objects sought. Up to 
1880 the particular questions which now most agitate 
the public mind received comparatively little attention, 
though considerable stress was laid on the importance of 
elasticity — especially emergency elasticity — to meet the 
needs of a panic. But since 1880 the stream of articles, 
papers, and reports, setting forth projects of reform which 
in large measure anticipate those now before the country, 
has been almost continuous. The force of the agitation 
diminished at the close of the decade 1880-90, and in the 
early years of the next decade, when the renewal of the 
struggle over silver made it necessary to confine attention 
to the all-important matter of the standard of value. But, 
after the panic of 1893 and the repeal of the silver pur- 
chase act, the movement for currency reform assumed 
great proportions. It was felt, as never before, that some- 
thing must be done to give increased security to the 
standard of value and to furnish a more satisfactory 
paper currency. This feeling, especially as respects the 
paper currency, found its first important expression in the 
so-called Baltimore Plan, put forth by the Bankers' Asso- 
ciation in the fall of 1894. This was quickly followed by 
Secretary Carlisle's scheme, which got so far as to be 
favorably reported by the House Committee on Banking 
and Currency. The next Congress took up the matter 
with earnestness ; and a number of bills were brought for- 
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ward, some of which deserve very careful consideration. 
In the early weeks of 1897 the movement received a new 
impulse from the Indianapolis Business Men's Conven- 
tion. This convention resulted in the appointment of a 
Monetary Commission, which prepared and submitted a 
long and elaborate report in the first days of 1898. This, 
again, had been preceded a few weeks by the plan of 
Secretary Gage. It is perhaps unnecessary to add that 
alongside of these projects having a public or semi-public 
origin, there have appeared innumerable plans of reform 
from editors, bankers, and other persons who represent 
only themselves. 

But, in spite of the very considerable dimensions of the 
agitation, — whether judged by the number or by the 
standing of the participants, — it is apparent that we are 
still a good way short of attaining an adequate measure of 
curiency reform. Much has yet to be done, if the move- 
ment is to succeed. One thing needed, as probably all 
would agree, is the securing of greater unanimity among 
those who materially influence legislation, both as to what 
is wanted and how it is to be accomplished. But, again, 
a necessary preliminary to this unanimity is the securing 
of clear and definite ideas. The subject of currency re- 
form is, at best, a difficult one, and the great multiplicity 
and apparent complexity of reform projects add much to 
the confusion of mind in which men generally find them- 
selves with respect to these matters. As in so many 
similar cases, a clear understanding of the objects aimed 
at and of the means which must be employed for accom- 
plishing these objects makes the comprehension of reform 
plans much easier than would generally be supposed. 
Doubtless there is much room for difference of opinion as 
to which of several methods of accomplishing a given 
object is, on the whole, best. But a necessary preliminary 
to agreement along these lines is plainly better compre- 
hension, and that can be much facilitated. 
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To bring about this better comprehension of objects and 
methods, nothing seems more promising than a compara- 
tive study of projects now before the country. For it is 
surely safe to say that few, if any, possible expedients for 
accomplishing the ends of currency reform have been 
overlooked in the long agitation, and that the plan ulti- 
mately agreed upon will be some combination of the 
methods and devices already put forth in the numerous 
projects now before the public. This, then, is my pur- 
pose, — to undertake a comparative study of projects for 
currency reform, with the design of making clear the 
objects of such reform, and the various methods and de- 
vices whicli have been or may be proposed for accomplish- 
ing these several objects. 

Taking up, then, the objects of currency reform, the 
fiist and most important is the securing of greater stability 
for the standard of value. At present it is doubtless true 
that the meaning of the word "dollar" is determined by 
25.8 grains of gold ; and, in a general way, this has been 
the fact ever since January 1, 1879. Yet it is a common- 
place that whether or not this should continue to be the 
fact has been in the highest degree uncertain for several 
years. To borrow a figure from mechanics, the standard 
has been, and is, in a state of unstable equilibrium. At 
almost any moment it has been liable to be overthrown. 
Again and again, during the last five years, we have been 
on the eve of a state of things wherein the value of one 
dollar should come to be determined by something other 
and cheaper than 25.8 grains of gold. It is not improbable 
that the danger of such overthrow of the standard has 
been somewhat exaggerated, and that the gold standard has 
been more secure tliau is commonly imagined. Nevertheless, 
there has undoubtedly been some considerable danger of this 
overthrow ; and the fear of it has been almost as disastrous 
as the real thing could be. While the results of a sudden 
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drop to a silver basis or even to a greenback basis would 
be appalling, few things can be more disastrous in the in- 
dustrial world than continued uncertainty. The blight 
which this state of things puts on all industrial enterprise 
almost inclines one to say, " Better give us the change at 
once — even the change to silver — than leave us in per- 
petual dread of it." Surely, any adequate scheme of cur- 
rency reform must undertake to remove just as far as pos- 
sible this state of uncertainty, to make the gold standard 
really stable and sure. 

A second requisite which any satisfactory monetary sys- 
tem must provide is the safety or security of its bank-note 
circulation. At first glance, it might seem as if this were 
included under the preceding requisite, — that is, the stabil- 
ity of the standard, — since, of course, the stability of the 
standard depends, in a large measure, upon the converti- 
bility of the credit media of exchange. Yet, in fact, these 
two requisites of a sound currency may be quite distinct. 
To provide for the stability of the gold standard is to pro- 
vide an order of things wherein the value of the dollar is 
continuously and unquestionably determined by a certain 
amount of gold. To provide a secure bank circulation, 
on the other hand, is to insure a state of things wherein 
all bank-notes under all circumstances are convertible into 
some form of legal tender. Now it is possible to have 
one of these two conditions without the other in either of 
two cases. First, when, as in this country to-day, there 
are several legal tenders, the security of bank-notes would 
be attained, provided there were no doubt of their con- 
vertibility into any one of these legal tenders, although at 
the same time gold might have disappeared and the green- 
back have become the standard. Thus we had from 1866 
to 1879 a secure bank-note system. We did not have a 
gold standard. Secondly, even were there no legal tender 
other than gold, the gold standard might be maintained, 
while the notes of minor banks or of failed banks were at 
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a discount or quite worthless. It is, therefore, necessary 
to distinguish the providing for a secure, a safe, a con- 
vei'tible bank currency from the providing for a stable 
standard. The currency project which succeeds in fur- 
nishing the former requisite must insure such a state of 
things that the holder of the circulating note of any bank 
shall be certain of being able to get its face value at all 
times, and without any reference to the solvency of the 
particular bank which issues it. 

A third object which the currency reformer must set be- 
fore himself is the securing of greater elasticity in the 
monetary system, taken as a whole. Objection is occasion- 
ally made to the use of the term " elasticity " in this con- 
nection, but it seems to me very expressive and sufficiently 
accurate. Briefly defined, it means that property is a cir- 
cvilating medium by virtue of which it increases in quan- 
tity to correspond with increase in need and diminishes in 
quantity to correspond with diminution in need. For our 
purposes, it is convenient to distinguish ordinary and emer- 
gency elasticity. By the former is meant the capacity of 
any circulating medium to respond to those changes in 
monetary need which take place in the course of a single 
year, as between winter and spring or summer and fall. 
By emergency elasticity, on the other hand, I mean the 
capacity to respond to those changes in need which con- 
nect themselves with a panic. Doubtless these two sorts 
of changes in need differ, on the surface, at least, only in 
degree. Still, the causes are very different ; and it is not 
uidikely that remedies also should be different. 

Now it is probably unnecessary to occupy much time 
arguing as to the desirableness of an elastic currency. 
Over and over again, during the last few years, different 
writers have, on the basis of theory and statistics alike, 
called attention to the importance of this property. The 
variations in the need for money from year to year, from 
season to season, must be admitted; and, if the variations 
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in need are admitted, there is scarcely room for argument 
that corresponding variations in supply are highly desir- 
able, since a failure of the monetary system to show such 
variations in supply to correspond with variations in need 
must bring about alternate stringencies and plethoras in 
the monetary stock which will inevitably work much harm 
and inconvenience. Stringencies increase failui'es and em- 
barrassments in business, cause much suffering and anxi- 
ety, and, in extreme cases, doubtless cause a decided 
depression in the level of prices. On the other hand, 
plethoric conditions are apt to lead to excessive specula- 
tion, encourage the undertaking of impracticable or un- 
profitable schemes, and especially increase the difficulty 
of maintaining the standard money reserve by causing 
abnormally low rates of discount, and thus promoting the 
outflow of gold. 

A fourth object which any satisfactory system of cur- 
rency reform must seek to accomplish is the furnishing of 
more adequate currency and banking facilities for the out- 
lying districts, for the villages remote from the great com- 
mercial and banking centres. From the South and West, 
particularly, there comes constant complaint of inade- 
quate currency facilities. According to common accounts, 
this lack of money not infrequently is so extreme as to 
make necessary the resort to barter or the substitution 
for money of store orders or some similar device. When 
less serious than this, the lack takes the form of an insuffi- 
cient supply of cash for loaning operations. Doubtless 
tliis difficulty is not a little due to a lack of capital. The 
districts in question are poor themselves, and the business 
opportunities which might attract capital from other com- 
munities are limited. No increase in the nation's supply 
of money, no increase in the facilities for banking, would 
make capital or money as abundant in such communities 
as in the great centres of trade. Still, there are doubtless 
removable causes which operate to aggravate a difficulty 
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arising from the natural circumstances. Thus it is a well- 
established principle of banking that country banking can 
flourish only with some power to issue circulating notes, 
since the country demand for loans is largely a demand 
for " money " loans. But our system practically prohibits 
the issue of notes by country banks, since it puts a pro- 
hibitive tax on State bank circulation, makes the mini- 
mum of capital for national banks so high that country 
villages cannot hope to establish them, and, finally, fails 
to furnish the natural substitute, — the small branch from 
the great city bank. It may therefore be set down as 
certain that the inadequate currency and banking facili- 
ties of the country districts are so far in need of amend- 
ment that this forms an important object of every plan of 
currency reform. 

Doubtless there are several other objects of some im- 
portance which a project of currency reform ought not 
altogether to neglect, which, indeed, ought to be before 
the mind of the student in passing judgment upon any 
such project ; such as the introduction of greater simplicity 
and unity into our system, the avoidance of any sudden 
and great change in the monetary stock of the country, 
the placating of the silver interest, the providing for a sat- 
isfactory scheme of bank organization, the insuring an 
adequate system of supervision. But within the limits of 
a single article it is out of the question to exhaust the 
subject in every phase. We shall content ourselves, 
therefore, with a consideration of the four more important 
objects set forth above. 

As the reader will remember, one of the first tasks which 
the currency reformer must set himself is the giving of 
greater stability to the standard of value. It should be 
made as certain as possible that 25.8 grains of gold shall 
continue to determine the value of one dollar. In 
general, the expedients which have this object in view fall 
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into two classes. The one seeks to make more definite 
and strong the national purpose to maintain the standard. 
The other tries to improve the conditions for the carrying 
out of this national purpose. Continuing the analysis of 
this second process, we note that expedients working 
along this line must all be directed to the ultimate ac- 
complishment of one object, — the shutting out of a 
premium on gold; for the presence or absence of a pre- 
mium is the crucial test of the continued maintenance of 
the standard. There may be a disparity between differ- 
ent moneys, and yet gold continue to be the standard, 
provided the disparity takes the form of a discount on the 
inferior moneys rather than a premium on the standard 
money. But any appearance of a premium on standard 
money means that, for the moment at least, the standard 
has been overthrown. As a consequence, practically every 
expedient that can hope to improve the conditions for 
successfully carrying out the national will to maintain the 
gold standard must be directed to the exclusion of a gold 
premium. But, again, the prevention of a gold premium 
depends on our maintaining the convertibility into gold 
of other forms of circulating media, particularly of other 
legal tender media, when such exist. The moment gold 
ceases to be interchangeable for any legal money as such, 
— gets the status of a special sort of commodity which 
one has to buy with money, — a premium, large or small, 
must appear. But, in turn, convertibility depends on the 
maintenance within the country of a reserve of gold. 
Some institution, whether the Treasury or banks, must 
keep a stock of gold with which to supply those who need 
it in exchange for other forms of money or bank credit- 
This is a requisite of every system, and surely of our sys- 
tem, where there are at least two other legal tenders of 
inferior quality, which will inevitably establish themselves 
as the standard of value if not at every moment con- 
vertible into gold. It is hardly less a requisite even when 
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notes are not legal tender, since general suspension of 
specie payments — even when not authorized by law — 
almost inevitably results in the practical acceptance by the 
public of the bank-notes as legal tender and the appear- 
ance of a premium on standard money. 

With this primary analysis in mind, we are prepared to 
consider the special methods which have been suggested 
for making the standard more stable. Of the various ex- 
pedients which have as their object the fixing of the na- 
tional purpose to maintain the standard, the first is the 
declaratory act.* Let Congress pass a law declaring that 
it is the intention of the United States to maintain the 
parity of all its moneys with gold. Against this device it 
may be argued that it has been done already in the silver 
purchase act of 1890, and, further, that mere declarations 
of purpose are of little value in any case, since the power 
that made them is always at hand to unmake them. On 
the other hand, it is to be said that a reiteration of the 
national purpose would surely strengthen the faith of the 
business world, showing the continuance of the same pur- 
pose after the lapse of seven years. Further, the conten- 
tion that Congress could reverse such a declaration as 
easily as it was originally made is answered, at least in 
part, by the consideration that it is always more or less 
difficult to reverse a nation's policy, when once definitely 
declared. The sense of honor, pride in one's consistency, 
tendency to assume the Tightness of what is, — these and 
many other social forces are the bulwarks of a policy once 
formally determined upon. In any case, this expedient 
could do no harm : it might be of some use. 

A second and decidedly more promising expedient, 
which is proposed in one or more of the reform bills or 
projects now before the country, is to make the bonds and 
other obligations of the United States run in terms of 

* Commission Bill (Indianapolis Monetary Commission), section 1. See the 
bibliographical note at the close of this article. 
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gold.* This would be almost decisive in fixing the na- 
tional purpose to maintain the gold standard. Doubtless 
repudiation is always possible. But, on the part of the 
United States, it is in the highest degree unlikely. Once 
we have promised to pay the public debt and its interest 
in gold, there would be no going back without at least a 
serious and earnest effort to maintain gold payments. 

Finally, the Monetary Commission recommends a formal 
decision of the country to pay out gold in exchange for 
silver.-)- Any action by Congress of this kind may seem 
improbable. But the country has at least had the advan- 
tage of an announcement by a former Secretary of the 
Treasury that he should feel bound to pursue this course, 
if it proved necessary as a means for carrying out the 
implied mandate of the act of 1890 to maintain the parity 
of the two metals. 

Passing on now to the expedients proposed for carrying 
out more perfectly the national purpose to maintain the 
gold standard, we find a very large variety. As we have 
just noted, the immediate object of all such expedients 
must be the maintenance and proper management of the 
national gold reserve. At this point the various plans of 
reform differentiate according as they leave this task of 
maintaining and managing the gold reserve to the United 
States Treasury, as at present, or transfer it to some bank- 
ing institution or institutions. Let us begin with reform 
plans of the first class. The various expedients of this 
sort naturally divide into two sub-classes, — those which try 
to render easier the task of the Treasury and those which 
better fit tlie Treasury for the performance of the task- 
But, again, there are at least three ways of making the 
task easier for the Treasury. First, we can so alter the 
conditions that there will be diminished demand for gold 
for hoarding or export. Secondly, we can so change things 
that in ordinary times the supplies of gold needed for the 

* Commission Bill, section 2 ; Gage Bill. T Commission Bill, section 8. 
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satisfaction of this demand will be furnished from other 
sources, and so will not constitute a drain on the Treas- 
ury. Finally, we may so modify the currency arrange- 
ments that there will be naturally a flow of gold supplies 
to the Treasury. 

Take now the first of these methods. What are the 
ways of checking the demand for gold ? Plainly, the res- 
toration of confidence would do much, since hoarding is 
entirely, and exportation largely, due to a feeling of doubt 
as to whether gold payments will be maintained. In this 
direction of restoring confidence would operate the expe- 
dients already referred to, such as the passage of a declar- 
atory resolution or making bonds or notes payable in gold. 
In the same way, much would be gained were we to carry 
out the proposals to segregate silver and Treasury notes 
by putting the former in the place now occupied by bank- 
notes of smaller denominations, and shunting off the green- 
backs into the bank reserves, or into the Treasury as se- 
curity or guarantee fund for the bank circulation,* or as a 
part of the reserve of the issue department. f Get silver 
and demand notes out of sight, particularly out of New 
York, and confidence would be greatly increased. Again, 
much help would come from the partial retirement of these 
forms of currency by the diminution of their stock to, 
say, two-thirds of the present amount. The business 
world cannot but regard the probability of a debtor's 
solvency as varying inversely as the extent of his out- 
standing obligations. Men would feel that our gold re- 
serve could easily support four hundred millions of silver 
and notes, while six hundred millions might cause the 
structure to topple over.J 

A change of the utmost importance, which would work 
in the direction of making the maintenance of the reserve 

* Carlisle, Eckels, Merriam, and others. t Gage. 

} The Bankers' Magazine (Novemher, 1896, p. 499) proposes the reduction of 
amount of legal tenders to one hundred and fifty million. President Williams 
of the Chemical National Bank proposes reduction to one hundred million. 
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easier by diminishing the demand for gold, as well as in 
other ways, would be the furnishing of adequate revenues. 
During the troublesome period of borrowing through 
which we have passed, the presence of ample revenues in 
the Treasury would have practically compelled the Treas- 
ury to hoard the greenbacks which it redeemed with the 
proceeds of the various loans, and so would have caused 
a natural contraction of the circulation, which, in turn, 
would have checked the outflow of gold, and therefore 
greatly assisted in the maintenance of the standard. To 
meet this need for ample income, several schemes propose 
to give to the Secretary the power to make temporary 
loans. 

The same would be the operation of any device for pro- 
viding elasticity, especially contractility, in the currency, 
so that in dull times there would be a natural relief to 
that plethoric condition of the bank reserves which always 
tends to drive out gold. The particular expedients for at- 
taining this elasticity we leave for consideration till we 
reach the subject of elasticity. 

Such are some of the devices for rendering easier the 
task of the Treasury by diminishing the demand for gold. 
The second method of seeking this result was to shift the 
burden, to a certain extent, on other institutions, — to 
make the conditions such that other sources of supply 
will furnish, in part at least, the needed gold. As is well 
known, this was the state of the case almost entirely prior 
to 1892. The banks supplied the gold needed for export. 
As the general stock in the country outside the Treasury 
is laiger than ever, the explanation of the failure of the 
banks to continue to do this work is not the lack of re- 
sources. It was chiefly due, no doubt, to the distrust 
caused by the purchase of silver and the correlated issue 
of new notes, — a distrust which has not yet altogether 
disappeared. Consequently, everything that works in the 
direction of increased confidence will tend to re-establish 



CURRENCY REFORM IN UNITED STATES 319 

the former practice. Here, then, the methods already 
proposed to restore public confidence again suggest 
themselves. 

But it is possible not only to persuade banks to fur- 
nish at least some of the gold, but also to put some press- 
ure with this end in view upon them, even though the 
task, in general, still rests on the Treasury. The banks 
must of course maintain legal tender payments to their 
"various creditors, whether note-holders or depositors. 
Now it is quite possible to diminish the ease with which 
they can get possession of other sorts of legal tender. It 
is not necessary to retire all the silver to diminish the 
stock of the great central banks. As already noted, 
almost every scheme proposes the relegation of the silver 
•coin or certificates to the small note circulation. Get it 
fully occupied in this way, and the chances are that the 
New York banks would see comparatively little of it. 
Similarly, the greenbacks would be shelved by any one of 
two or three plans requiring the banks to keep a consider- 
able part of their reserves in Treasury notes * or to use 
them as a guarantee fund for the bank-notes (as in the 
Carlisle-Cox bill) or prohibiting reissue after redemption, 
except in exchange for gold. By these means it could be 
made somewhat difficult for the banks to get legal tender 
other than gold, and so far it would tend to compel gold 
payments. 

If it should not prove easy to compel the banks to 
maintain gold payments by cutting off their supplies of 
other legal tender, these same measures would at least 
make it much more difficult for the banks to get hold of 
Treasury notes with which to draw off the Treasury's 
gold, and thus would bring upon the banks considerable 
pressure to furnish, themselves, the gold demanded by 
their customers for export. Doubtless the banks could re- 

*" Treasury notes " is used throughout this article to designate govern- 
ment paper, whether greenbacks or the Treasury notes of 1890. 
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fuse to do this ; but it is not likely that they would do so, 
since they would have every reason to dread the possible 
appearance of a gold premium. 

A third class of expedients for making easier the task 
of the Treasury in maintaining the reserve is to provide 
that the gold stock of the country shall naturally gravi- 
tate towards the Treasury. When one considers the great 
dimensions of this stock and the very small portion of it 
which is in actual use as a medium of exchange in the or- 
dinary sense, it seems certain that our failure to make easy 
work of maintaining the gold reserve must be due not to 
the lack of gold in the country, but to some failure on 
our part to make the most economical use of what we 
have. Now, plainly, the most economical way to use gold 
is to withhold it from uses where other moneys will do 
just as well, and devote it to the particular task which it 
alone can perform. Applying this principle, it surely 
would be wasteful to extend the use of gold as the ordi- 
nary medium of exchange, since people do not like it for 
this purpose and, besides, have something else for that 
work. Again, it is wasteful to use the gold for bank re- 
serves, since banks are not obliged to pay gold, but only 
legal tenders of some sort ; and of such legal tenders there 
are others less important than gold, which will answer the 
purpose of the banks just as well. But a use for gold 
which is not wasteful, because absolutely necessary, is to 
keep up the standard money reserve, the maintenance of 
which is so plainly essential to the maintenance of the 
standard of value. These propositions being admitted, it 
plainly follows that the system should be so constructed — 
the channels of the circulatory system so adjusted — that 
the supplies of gold shall naturally flow into the Treas- 
ury which has the keeping of the reserve. Now it is 
needless to say that this is very far from being the case. 
Just now, indeed, the Treasury stock is growing. But, in 
general, during the last five years, it has been necessary 
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to make great and constant effort to keep a fifth of the 
gold stock with the Treasury. Surely, this is wrong. 
How shall it be remedied? 

In answering this question, we naturally begin with 
another. Where does the gold go that does not get into 
the hands of the Treasury? The answer is, into hoards 
and bank reserves chiefly. And how shall we change its 
direction ? As regards the hoards, nothing would avail so 
m.uch as unquestioning confidence in the stability and 
permanence of the gold standard. Few people would 
hoard gold, had they no thought that it would go to a 
premium. The devices already suggested for this object 
of securing confidence will tend to release gold from 
hoards. Further, restored confidence would diminish the 
tendency of the banks to discriminate in payments to the 
government, as they do now, retaining the gold and pay- 
ing over Treasury notes or silver. 

But, again, the bank reserve must be made to yield its 
supplies of gold. And this, as remarked in another con- 
nection, is very easy. Thus several of the reform projects 
provide that the banks shall be required to keep the 
larger part of their reserves in Treasury notes. Doubt- 
less the banks will object to this. Their position is a 
very favorable one. Reserves — idle money — they must 
keep. On some hundreds of millions, therefore, they lose 
interest in any case. Now these reserves they are at 
liberty to keep in the form of gold ; yet thej^ are permitted 
at the same time to discharge all their obligations in other 
legal tenders, paper or silver. Thus they are by law 
placed in a position to reap all the advantages of hoarding 
gold without accepting any of the burdens or obligations 
belonging to such a position. Either require them to 
maintain gold payments or to release the gold. Of course, 
this does not mean that they shall be prohibited from 
hoarding gold, as any one else would, — that is, outside 
their reserves. If they think the chance of gain great 
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enough to offset the loss of interest, let them keep all 
the gold they please. But we may be very certain that 
they will do little hoarding of this sort. 

We ought hardly to leave this point without comment- 
ing on one objection which is offered to this plan, — that 
to require a fixed proportion to the reserve in Treasury 
notes would perhaps destroy the expansibility of the bank 
circulation, since the amount of greenbacks is rigidly fixed. 
This difficulty is not, I fancy, very serious. No legisla- 
tion is final. A readjustment of the proportion between 
the greenback and non-greenback portion of the reserves 
could easily be made, — might, indeed, be left to the dis- 
cretion of the Comptroller. 

Another device incorporated into several bills by which 
the gold would naturally be shunted towards the Treasury 
is to retire the gold certificates. These make it easier for 
banks to hold gold, and so increase the likelihood that 
they will do so. If they had to store and handle the 
metal itself, it is probable that they would prefer the 
greenbacks, and would therefore turn over the gold to the 
Treasury in exchange for greenbacks. This device has, 
however, already largely expended its capacity for doing 
good, since the action of the Treasury in discontinuing 
the further issue of gold certificates has already retired 
the major part of this form of paper. 

We have now considered some devices for making the 
task of the Treasury an easier one. We must next see 
how it has been proposed better to fit the Treasury for 
the performance of that task ; for, of course, it is impos- 
sible to provide automatically working conditions which 
will entirely satisfy the case. Conscious, rational inter- 
ference is at times inevitable. The keeper of the reserve 
must consciously endeavor at times to check the outflow 
of gold, and at times to stimulate the inflow. Where the 
banks attend to the work, they have devised an elaborate 
system of expedients to accomplish these ends. If, with 
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US, the Treasury is to continue the performance of this 
function, it should be organized as far as possible for that 
purpose, and provided with adequate machinery. 

This necessity is more or less fully realized by all re- 
formers. The first thing needed is evidently the separate 
organization of an issue department having special func- 
tions and powers in this matter. To go at least as far as 
to make the reserve inviolable has beeu repeatedly pro- 
posed, and is contained in the Brosius bill still before the 
House of Representatives. The plan of Secretary Gage, 
as also that of the Monetary Commission, goes still further, 
and formally provides for a separate department to have 
charge of this matter, with authority to issue bonds, con- 
vert the note issue into bonds, and vice versa. Some step 
toward organizing a separate department is plainly almost 
indispensable. The Treasury department is a political 
department. Its business is not the best regulation of 
commercial affairs, but the providing for the fiscal needs 
of government. The regulation of the circulating medium 
should be entirely unhampered by the needs of the govern- 
ment for revenue. Practically, the gold reserve has been 
repeatedly spent to pay the every-day bills of the country, 
instead of being devoted to its proper function of the 
maintenance of the standard. Probably the administra- 
tion had no option in the matter. But the law surely 
should be so changed that such a thing may not occur 
again. 

But, supposing a separate issue department established, 
provision should be made for enabling it to discourage 
the outflow and to encourage the inflow of gold. It 
would probably have the power to use the so-called pre- 
mium policy, making some special charge for gold bars 
higher than for coin. The Treasury at present — as I un- 
derstand it — refuses to give bullion. A much more im- 
portant provision was proposed by Mr. Jordan in his 
hearing before the Committee on Currency and Banking, 
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that the Secretary should have power to issue bonds to 
draw off and hoard the surplus supplies of money on the 
New York market, and so raise the rate of discount and 
check a gold drain.* This is substantially the policy 
used by the Bank of England in recent years, whereby 
she bon-ows upon consols the free money in the City, and 
so compels other banks to raise their rate of discount to 
correspond with her own official minimum. 

This hoarding of greenbacks, as provided for above, 
would also act to hinder the outflow of gold by making it 
difficult for the banks to get hold of the greenbacks with 
which to draw out the gold, and so putting some press- 
ure on them to furnish the supplies themselves. 

Most plans of reform, which anticipate even the tem- 
porary continuance of the Treasury in the business of 
keeping the reserve, further provide for the building up 
of the reserve, when necessary, by borrowing. This 
seems highly desirable, since the laws under which loans 
are now made provide for too high rates of interest. 

Thus far it has been assumed that the protection of the 
ultimate reserve is to rest upon the Treasury, and we 
have passed in review the schemes which try to improve 
matters with this condition present. But, of course, a 
large number of persons look on this method of operation 
as highly inexpedient, and many reform projects propose 
the other alternative ; that is, the transference of the task 
to some banking institution or institutions. We must, 
therefore, go on to consider plans of this general char- 
acter. Here several distinct questions arise. First, is 
the plan of putting the burden on the banks better? 
Secondly, if so, under what general conditions, especially 
as respects other legal tenders, shall the banks be required 
to do the work? Thirdly, by what processes shall the 
transfer of the burden to the banks be made ? Finally, 
how shall the banks be organized for this purpose ? 

* Hearings of 1894, pp. 471, 474. 
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Taking up, now, the first question as to whether the 
task should be thrown on some banking institution or 
institutions, it is hardly necessary to remark that the 
great majority of the projects of reform answer this ques- 
tion in the affirmative. Sooner or later, covertly or 
openly, the Treasury is to go out of the business of main- 
taining the gold standard. 

The arguments for and against this course are so 
familiar that it is hardly necessary to repeat them here. 
It can scarcely be doubted that, other things being equal, 
a good system of bank maintenance of specie payments 
would be better than a good system of Treasury specie 
payments. The only question is as to whether any sys- 
tem for bank maintenance which it would be possible for 
us at the present time to adopt would be as good as even 
the present Treasury system. I confess myself inclined 
to resolve the doubt in a negative. I fear the conditions 
will fail in three particulai's. First, we shall not be able 
to provide a single bank or confederation of banks to 
which the task can be assigned, and I doubt if anything 
less would be satisfactory. Secondly, it is certain we 
could not retire silver ; hence the banks would have to 
maintain the parity, not only of their own notes, but also 
of four hundred millions of silver. Thirdly, I doubt if we 
can retire any large portion of the legal tender notes, so 
that the banks would have to maintain the parity of these 
also. They might be able to do both of these things. 
But I doubt whether, in any case, they would be willing 
to try. 

But let us suppose that the decision is reached to retire 
the legal tender notes, and, the government being out of 
the business of maintaining the reserve, to transfer that 
task to the banks. The second question then comes to 
tlie front, under what conditions as to the currency in 
general the banks shall be required to do the work. It is 
frequently implied in current discussions of the matter 
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that the banks will be obliged to maintain the parity only 
of their own notes, — that, besides the gold, only these notes 
will be in circulation. As a matter of fact, however, such 
simplifying of the conditions is wholly impracticable. 
At least, a large amount of overrated silver will have to 
be left in circulation, and will have to be kept at a parity 
by some one. Indeed, it is possible, from the theoretical 
standpoint, to impose the task on the banks under any 
one of several conditions. (a) We might oblige the 
banks to maintain the standard of value under substan- 
tially the conditions existing at present ; i.e., with a large 
volume of Treasury notes out, in addition to four or five 
hundred millions of silver. That is, we might oblige the 
banks to carry not only their own credit paper, but also 
that of the government as well as the silver, (b) We 
might go to the opposite extreme, and retire all credit 
money except bank-notes, so making the job compara- 
tively easy. Again, among the various possible middle 
courses, (c) we might adopt the one of retiring the Treas- 
ury notes wholly, leaving only the silver to be carried in 
addition to their own notes ; or (d) we might retire the 
silver, and leave the Treasury notes to be carried by the 
banks ; or (e) we might reduce in amount the silver and 
notes, leaving the rest to be carried. Of these five 
courses, neither the first, second, nor fourth has been 
seriously proposed, so far as I remember. The third is 
the one most commonly favored, — retire the notes, but 
leave the silver, though perhaps with some provision to 
render it as harmless as possible.* This is the condition 
of things in both France and Germany. In each of those 
countries the central bank must sustain not only its own 
notes, but also a large volume of overrated, full legal 
tender silver. Experience is, then, on the side of this 
plan. Nevertheless, I am inclined to the fifth course 
indicated above, on the grounds that it alone has any 

* Make room for the silyer by the retirement of bank-uotes under $10, 
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chance of adoption, and that it will work probably as 
well as the last one considered. Reduce the government 
paper or the silver or both to such volume that the two 
together will less than satisfy the minimum needs of com- 
merce,* — i.e., so that there would never be a plethora 
which could not be relieved by the natural contraction of 
an elastic bank circulation, — then require the banks to 
provide the gold necessary to maintain the parity of all 
forms of currency. 

So much for the general conditions under which the 
burden of maintaining the standard may be thrown on 
the banks. The next problem for the legislator is to 
settle the process of making the shift. On the surface, 
two general solutions present themselves : first, the 
simple decree of the law ; and, secondly, the establish- 
ment of conditions which will automatically bring about 
the result. The former method would plainly have to be 
adopted if the Treasury notes are kept out, since, un- 
less required to do it themselves, the banks could more or 
less throw the burden on the Treasury. So far as I re- 
member, this method is not favored in any bill except 
that of Congressman Walker, which seems in section 50 
to require the banks to maintain the parity of gold, silver, 
and notes even before the complete retirement of the 
greenbacks. 

If it be decided that the Treasury notes shall be retired,! 
this would plainly put the task of maintaining the reserve 
on the banks without need of formal decree. This is the 
method used in most of the bills before Congress. 

If this general plan of making the shift be adopted, 

* The total volume of inelastic money should be considerably less than the 
minimum needs of the country, since there should be a considerable quantity 
of bank-notes out even after the needed contraction has taken place. Other- 
wise, banks scarcely could afford to take out circulation. 

t This is done in substance by the Walker bill, since it substitutes for 
Treasury notes a joint bank and Treasury note which the issuing bank must 
redeem in gold. 
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some further definition of the process will be necessary. 
Two or three questions will require settlement. Shall 
the retirement of government notes be gradual or imme- 
diate? Shall bonds be employed, or surplus revenues 
depended upon, or both? Shall the retirement be open 
or covert? Most reformers promptly decide for gradual 
retirement. This is probably to be commended as being 
the safest course, as also the one least likely to arouse 
an adverse public sentiment. The second question, as to 
whether bonds or surplus revenues shall be used for the 
retirement of the greenbacks, is usually decided in favor 
of bonds. In support of the opposite decision (the use of 
surplus revenues) it is to be said that this, like gradual 
retirement, has the best chance of success, since it cannot 
be doubted that a large number of voters are unalterably 
opposed to any further increase in the bonded indebted- 
ness of the country. However foolish their feelings may 
seem to men of larger views who appreciate the great re- 
sources of the land and the importance of a stable mone- 
tary system, the fact still remains that these feelings 
exist, and must be reckoned with. 

The question, Shall retirement be open or covert? is 
again differently answered. Probably a majority of the 
bills which retire government notes at all do so openly. 
A few, however, choose the other alternative. The Car- 
lisle-Cox bill is, naturally, to be interpreted in this way. 
On this plan an amount of greenbacks equal to 30 per 
cent, of the bank circulation must be deposited in the 
Treasury as a guarantee fund. This is equivalent to 
practical retirement for so much of the Treasury issue as 
is thus employed. The plan of Congressman Walker 
goes further. It substitutes for the present government 
note a joint Treasury and bank note. The Treasury is 
thus apparently obligated as much as now. Further, the 
name " greenback " is retained, and the legal tender 
quality also. Still, the Treasury note has disappeared; 
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for the joint obligation of the Treasury on this note is 
pureh' formal. The banks are required, under heavy 
penalties, to redeem these notes on demand, and are ex- 
pressly estopped from pleading in bar of legal proceedings 
against them in case of failure to do so that the note 
is a United States note. Considered as a burden, then, 
the notes, as government notes, have been retired, in so 
far as they are exchanged for these joint bank and Treas- 
ury notes. 

The fourth problem suggested by the proposition to 
transfer the maintenance of the ultimate gold reserve to 
the banks — how the banks shall be organized and 
equipped for this work — is not very well answered in 
any of the plans of reform. In fact, reformers do not 
seem to realize the serious nature of this problem. Get 
the Treasury out of the business, and all will be well, is, 
apparently, the thought. Consequently, very little pro- 
vision is made to insure that the banks shall do a good 
job. Two or three bills require the keeping of more or 
less gold in the reserves. But, so far as I remember, only 
the Walker bill provides for getting the gold where it 
will be needed, by allowing the keeping of coin reserves 
in such places as are approved by the Comptroller of the 
Currency. No bill provides for the organization of the 
banks for the object of protecting the reserve. 

We have now passed in review the various devices 
which have been proposed for securing the greater stabil- 
ity of the standard of value. Our next task is to con- 
sider the expedients offered for insuring the security of 
the bank-note circulation. As remarked earlier, the 
thorough security of the bank circulation requires that 
any holder of any bank-note shall be certain of being 
able to exchange it at all times for some legal money, 
without reference to the status of the issuing bank. This 
degree of security we possess at the present time, and we 
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can scarcely be content with any less. What, now, are 
the various methods, in the several projects, for attaining 
this degree of security, or, at least, a sufficient degree of 
security ? These methods are chiefly of four sorts, 
namely : (1) guarantee by some responsible third institu- 
tion ; (2) collateral security at least equal to the value 
of the notes issued ; (3) insurance funds ; (4) adequate 
redemption facilities. A few minor devices scarcely 
admit classification. 

Among the expedients of the first class the most im- 
portant is that now in vogue, — government guarantee. 
This is, doubtless, the most satisfactory of all devices to 
give security ; and, with adequate provisions to insure 
the government against loss, there seems to be no good 
reason against its continuance. Besides government guar- 
antee, there have been proposed guarantee by Clearing 
House Associations specially authorized * and guarantee 
by the whole system of banks. These guarantees, though 
better than nothing, would plainly be far inferior to that 
of the United States Treasury. If a guarantee plan of 
some sort is provided, several of the other methods of 
furnishing security naturally cease to be devices for se- 
curing the note-holder, and become methods of insuring 
the guarantor against loss. This is, plainly, the case with 
bond security to-day, as also with first liens. The same 
would be true of the safety fund in the Baltimore Plan. 

The second class of expedients for furnishing collateral 
security differ both as to the sort of securities chosen and 
as to the institution appointed to keep the securities. 
On the first basis, two chief classes appear, — bond secur- 
ities and ordinary assets in the form of commercial paper. 
The bond securities, again, may be either national bonds, 
as at present, or the bonds of any public corporation, or 
the bonds of private corporations. Of the projects now 

* Oilman Bill, H. R. No. 3338. Jordan's plan, Bankers'' Magazine, De- 
cember, 1894. 
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before the country, none depend chiefly on bonds other 
than national; but the bill of Mr. Walker provides for 
an issue of this sort for emergency purposes, no specifi- 
cations being made as to the bonds except that they 
must be approved by the Secretary of the Treasury. 
The Indianapolis Commission bill involves the employ- 
ment of ordinary assets for all issues above 25 per cent, 
of capital. Some others use these only for the emergency 
part of the circulation. As respects the keeper of the 
securities, some plans designate the national Treasury; 
others, some Clearing House Association ; and others, 
still, the issuing bank itself, the securities to be treated 
as a special asset. It will probably be a long time 
before the American mind will be satisfied with the last 
plan, which may do well enough in dealing with a single 
great bank of well-established traditions, like the Euro- 
pean banks, but would seem an ineffective method of 
dealing with several thousand isolated banks. As be- 
tween the Treasury and Clearing House Associations, the 
former is most often preferred, though some plans of re- 
form combine the two methods, using the Treasury for 
one kind of notes, the clearing-house for another. 

The third method of insuring a secure note circulation 
is the maintenance of an insurance or safety find. This 
is the well-known expedient embodied in the New York 
law of 1829, and at present in vogue in Canada. It is 
used in the Baltimore Plan, the Cox bill, and others. It 
is naturally associated with the general plan of permit- 
ting issues upon credit. It is believed to be able to fur- 
nisli adequate security ; and, of course, it permits greater 
elasticity. 

The fourth general method of providing adequate se- 
curity, the furnishing of satisfactory redemption facilities, 
is not offered by any one as an expedient to be used alone, 
but rather as auxiliary to other expedients. Its value con- 
sists in the fact that a circulation which is being con- 
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stantly redeemed, so that each note has a life only a few 
days, can scarcely become very insecure. The risk of be- 
ing left with a note of a failed bank in one's hands is rel- 
atively small. Generally, the weakness of a bank is more 
or less known for some time before its doors are closed ; 
and, with clearings of its notes three or four times each 
week, as in Scotland, the note issue might easily be re- 
duced to a very small amount before the crash came. 

In order to secure this condition of frequent redemp- 
tion, two things need to be done. Adequate machinery of 
redemption must be had, so that there will be no obstacles 
of a mechanical sort. Secondly, there are needed some pro- 
visions to secure the use of the redemption machinery. As 
regards the machinery of redemption, at least four expe- 
dients are proposed by different advocates of reform : (a) re- 
demption at the Treasury, as at present ; {b) redemption 
at tlie sub-treasuries ; * (c) removing Comptroller's office 
to New York City ; (cZ) redemption at special agencies 
in the reserve cities. The inadequacy of the first is suf- 
ficiently demonstrated by the failure of our present sys- 
tem. The second is really in vogue to-day, and is not 
doing very well ; though this may be due to the lack of 
a general understanding on the point. The third, when 
combined with the second, is decidedly promising, but is 
favored by only one or two bills. The fourth is probably 
most hopeful of all, in spite of the fact that it did not 
seem to work very well during the first period of the na- 
tional bank system. 

When it comes to making motives for the effective em- 
ployment of the redemption machinery, the different proj- 
ects are somewhat lacking. It is frequently argued that 
there is sufficient motive in the self-interest of each banker, 
which leads him to send home the notes of other bankers 
that he may make room for his own. It seems to me that 

* This is already carried on, according to Carlisle, Hearings of House Com- 
mittee, 1894, p. 20. 



CUBRENCT UEFORM IN UNITED STATES 333 

this notion is not confirmed by experience. The present 
machinery is, indeed, somewhat cumbrous. Still, it is not 
so bad but that, if the banks felt any earnest desire to 
send home the notes of other banks, they could do so 
now.* Something more, then, seems to be needed. The 
plan of Mr. Foster is the most promising. It is to require 
any bank which comes into possession of the notes of 
another bank outside the district where the first bank is 
situated to return said notes to the clearing agency of the 
issuing bank. The scheme of Professor Dunbar in the 
Quarterly Journal of Economics for October, 1897, con- 
tains substantially the same provision. 

A number of lesser devices for insuring the security of 
the bank circulation can only be mentioned. They in- 
clude the limiting of the amount of notes issued, the 
giving to note-holders a first lien on assets, also frequently 
a first lien on stockholder's liability, limiting the right of 
issue to banks having considerable capital (at least $200,- 
000), limiting the issue of notes to higher denominations, 
as being easier to watch,f and the like. 

We have now to consider the various methods of ac- 
complishing the third object of currency reform; namely, 
the securing of elasticity. In setting forth these expedi- 
ents, it is convenient to distinguish, as earlier indicated, 
ordinary and emergency elasticity, and again, under each 
head, expansibility, on the one hand, and contractility, on 
the other. 

For securing ordinary expansibility the devices are fairly 
numerous, and divide into palliatives and radical cures. 
The palliatives are chiefly these : (a) Increase the ratio 
of circulation to deposited bonds, — make it, say, 100 in- 
stead of 90 per cent, of par value, {b) Reduce tax on 

* I give perhaps too little weight to the consideration that, if the issue of 
notes were made more profitable, the motive of each bank to return promptly 
the notes of other banks would be much strengthened. 

tLeland, in Popular Science Monthly, 1887. 
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circulation to i or i of 1 per cent, (c) Require the Comp- 
troller to keep on hand blank notes for each bank, so as to 
expedite the process by which the notes may get into cir- 
culation, (d) Repeal section 9 of the act of 1882, which 
prohibits the expansion of note issues for a period of six 
months after any have been retired, and limits the amount 
which can be retired during any one month to three mill- 
ions. 

Of more radical measures, four have been most favored. 
(rt) Increase the supply of national bonds by funding de- 
mand notes, (h) Accept from the national banks, in lieu 
of national bonds, other securities. State, municipal, or cor- 
poration, (e) Repeal the tax on State bank circulation, 
thus permitting an issue governed by far more liberal pro- 
visions than those under which the national banks operate. 
('?) Grant to the banks the power of making an issue 
more largely of a credit character, not covered by collat- 
eral security, but only backed by an insurance fund. 

The first method of operation plainly stands or falls 
with the decision as to whether demand notes shall be re- 
tired. Plans of the second sort, permitting the substitu- 
tion of other collateral for the national bonds, are not in 
favor, since they do not go far enough to satisfy the bankers, 
and yet go too far to be acceptable to a conservative 
public. As already remarked, the Walker bill follows 
til is general plan as to a part of the notes issued. So 
also does the Gilman bill. The third method, repeal of the 
tax on State bank issues, seems to me thoroughly unsafe. 
Doubtless many portions of the country which once gave 
us much trouble with a wildcat currency could now be 
trusted. But there are still districts which could not be, 
which are in much the same stage of evolution indus- 
trially and politically as were the offending States of the 
forties and fifties. In any case, even with good banks, 
discounts upon notes were common away from home. 
We want nothing more of this sort. From the standpoint 



CURRENCY REFORM IN UNITED STATES 335 

of the banks, as well as from that of banking science, the 
fourth method is the natural one. Provide for the issue 
of a real credit currency, one based on the confidence of 
the industrial world in the good management and general 
solvency of the banks. This plainly permits an expan- 
sion which is at once far greater and far more prompt, 
since it does not involve an equal investment of capital 
for every dollar issued, and gets rid of a cumbrous process 
of issue. It is the method of the well-known Baltimore 
Plan, of the Cox bill, of the Warner bill, and several 
others. 

When we come to the matter of contractility, we find 
the various projects of reform much less satisfactory. A 
few bills make thorough work of it. But, in general, the 
American legislator finds it hard to realize that power to 
contract is quite as important as power to expand. Our 
discussion at this point has really been anticipated in 
the study of redemption expedients as connected with 
providing for the security of the bank circulation. A 
brief recapitulation and the addition of one or two items 
are all that is necessary. 

To secure adequate contractility, we need two things, 
— suitable machinery through which to work the process 
of " homing " the notes, and adequate motive to induce 
the use of the machinery. This last would include the 
neutralizing of motives which tend to keep the notes out. 
By way of machinery, as we have seen, the most impor- 
tant thing is to offer better and more accessible redemp- 
tion facilities, as at the reserve cities, through the ordi- 
nary clearing-houses ; the plan of Mr. Foster, as we 
remember, being particularly effective in that he divides 
the country into redemption districts for facilitating the 
redemption process. 

As regards methods for insuring that the machinery 
shall be used, and particularly by the note-holder, Mr. 
Foster's scheme is again the best, in that it requires any 



336 QVABTEBLY JOURNAL OF ECONOMICS 

bank holding the notes of a bank outside its own district 
to return such notes to the clearing agency of the issuer's 
district. Along this same line would act the provision 
proposed by Mr. Ripley before the House Committee in 
1894, — that national bank notes should no longer be legal 
tender between banks.* 

To furnish motive to the issuer to utilize the machinery 
of withdrawal, the different projects make more effort. 
Here the devices are numerous. They naturally divide 
themselves into two classes, according as they are directed 
to removing the inclination of the issuer to insist on keep- 
ing his notes out, or, on the other hand, as they seek to 
create a positive disposition earnestly to seek their with- 
drawal. Of course, the very first thing to be done — and 
most projects do this — is to repeal the provisions of the 
present law which discourage contraction (section 9 of 
the act of 1882, which limits the retirement of notes to 
three millions in any one month, and prohibits reissue 
until six months after retirement). Another method of 
attaining the result is to make the expense of issue less 
or the profit of issue greater, so that it will not be neces- 
sary to keep the notes out all the time, in order to cover 
the expense of issue. Any method of making the proc- 
ess of reissue less cumbrous • would have the same ten- 
dency, the bank not being obliged to keep the notes out 
all the time to save trouble. In this direction will oper- 
ate the keeping of blank notes on hand. 

If now we seek to create a positive disposition on the 
part of the issuing bank to insist on withdrawal, the 
natural device is a tax. This tax may appear in the form 
of a simple levy or a graduated tax. In their anxiety to 
make the scheme sufficiently expansive, most of the bills 
give up the tax as a means for securing contractility, at 
least as applied to the ordinary circulation. Perhaps this 

*Also Professor Dunbar, in Quarterly Journal of Economics, vol. xii. p. 21. 
Kinley's Independent Treasury, p. 2G3. 
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is true of them all. The bill of Mr. Foster, however, 
provides for a graduated tax which really uses the device 
for ordinary circulation, since it begins at a point so low 
(1 per cent.) that it would operate to permit, and 
doubtless is intended to permit, the use of the issues thus 
taxed in ordinary times. From the purely theoretical 
standpoint, this system seems decidedly the most promis- 
ing of all. Possibly, in practice some serious drawbacks 
might arise. 

Passing on now to consider the methods of securing 
emergency elasticity, two courses present themselves as 
open to the reformer. He may plan to give this property 
of elasticity either to the Treasury notes or to the bank- 
notes. Most schemes — perhaps all now before the coun- 
try — choose the bank-notes to work upon. It ought 
not, however, to be forgotten that it is perfectly possible 
to accomplish the desired result through the Treasury 
notes; and, in earlier reform agitations, this has been 
urged. As far back as 1872 Comptroller Knox suggested 
the issue of interconvertible bonds, as they were later 
designated by Secretary Windom, who made a similar 
proposal in 1890. By this scheme the Secretary was to 
issue low-rate bonds, which could be converted into 
Treasury notes on demand, the notes, in turn, to be con- 
vertible into bonds whenever desired, and so on, in- 
definitely. This certainly promises to furnish a highly 
efficient and entirely automatic method of securing elas- 
ticity. The low rate of interest would insure that the 
bonds would be brought in to exchange for notes, when- 
ever money was scarce and discount rates high. On the 
other hand, a plethoric state of the currency, leading to 
an excessively low rate of discount, would at once be re- 
lieved by the turning in of the surplus notes into the 
Treasury in exchange for bonds, since at such a time, 
plainly, even low-rate bonds would be worth more than 
money. There seems no reason to doubt that the exist- 
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ence of such a provision during the months following the 
panic of 1893 would have greatly relieved the situation. 
However, of the many plans for reform now before the 
country, no important one, certainly, proposes the use of 
this device.* Almost every reformer, in trying to secure 
emergency, as also ordinary elasticity, sets to work 
through the bank circulation. 

In considering the different plans for securing emer- 
gency elasticity through the bank circulation, we again 
distinguish expansibility and contractility. The various 
methods of attaining expansibility involve several particu- 
lars, — the status of the note, the basis of issue, the limit of 
issue, and the machinery of issue. As to the status of the 
note, most plans deny to it any special legal tender char- 
acter : thus the Baltimore Plan and the Foster bill. The 
Walker bill, however, provides in section 17 for the issue 
to banks and the National Clearing House Association of 
a legal tender circulation, which is plainly intended as an 
emergency circulation, since it is svibject to a higher tax. 
On the surface this provision seems best calculated to 
furnish what is wanted to allay the panic. The presence 
of a legal tender provision insures that the note will do 
the work, and hence it must operate in the strongest way 
to pacify the public mind. 

As to the basis of issue. The Walker bill uses for the 
emergency circulation securities approved by the Secre- 
tary of the Treasury. The Gilman bill depends on secu- 
rities deposited with and approved by the Clearing 
House Association. More liberal schemes rely only on 
the credit of the bank ; as the Fowler bill, which permits 
credit issues up to the par value of the stock, but subject 
to a graduated tax. 

The limit of issue ranges from 25 per cent, of capital in 
the Baltimore Plan to such amount as the Secretary of 
the Treasury may decide upon in Walker's bill. As to 

* Section 11 of the Commission bill makes possible the use of this power. 
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machinery, some depend on the Comptroller of the Cur- 
rency, some on the clearing-houses. The latter plan 
seems to offer the greatest probability of prompt and 
effective action, since the clearing-house is in constant 
and close touch with the banking world. 

To secure emergency contractility, the methods already 
considered under ordinary elasticity would of course be 
employed. To increase the inclination of note-holders to 
hurry the note in, Jordan proposes a premium for their 
return. This is to be made progressive, to insure prompt- 
ness. It seems to me that to make it regressive would be 
better. Lower the premium each month, and let it dis- 
appear altogether in, say, six months. 

To increase the inclination of note-issuers to withdraw 
them, the tax as before is employed ; but it is pushed 
much further. Mr. Ripley proposes a tax increasing with 
the lapse of time. * The Foster bill divides the notes 
issued on credit into five equal portions, and, beginning 
with 1 per cent., doubles the tax on each successive por- 
tion issued, making the final tax 8 per cent. 

The fourth object which every currency reformer must 
set before himself is the furnishing of better facilities for 
the country districts. For this object three chief expe- 
dients have been proposed. First, it is still urged, par- 
ticularly by the representatives of the South, that the 10 
per cent, tax on State bank circulation should be repealed, 
and thus the petty little banks all over the land be al- 
lowed to issue a local circulating note. In favor of this 
scheme it is said that these are the only banks that can 
flourish in remote country districts, and hence the only 
banks that can furnish a circulation, if these districts are 
to have one ; that, further, the very badness of these 
notes, their lack of universal acceptability, makes them 
more desirable for the districts in question, since there is 

* Yale Review, November, 1892. 
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no danger of their going very far away from home or of 
their being sent to the great reserve centres. They are 
thus much more useful to the localities which issue them. 
On the other hand, it is probably to most minds an in- 
superable objection to this plan that it tends to restore 
the old complexity and uncertainty in the bank-note 
circulation, when every man doing business had to con- 
sult the bank-note detector for every transaction. It 
does not seem probable that this expedient has any 
chance for adoption. 

(2) The second method for accomplishing this object is to 
lower the minimum of national bank capital. At present 
this minimum is f 50,000. Various bills before Congress 
in recent years have proposed to lower it to either 
'S25,000 or $20,000. As has recently been shown in the 
Quarterly Journal of Economics* this change would not 
materially help the matter, — at least, would not anything 
like completely accomplish the desired result, since, in 
those States which most need an increased country circu- 
lation, most banks have a capital considerably under 
$20,000, so that the minimum would have to be much 
lower in order to meet their needs. It is, further, to be 
said against this expedient that the issue of notes is too 
delicate a function for the small bank, which is almost 
inevitably manned by relatively inexperienced persons, 
and which, on account of the smallness of its capital, can- 
not give an adequate guarantee. 

(3) The third expedient, which has been much urged of 
late years, is the branch bank system. By this method, 
already existing banks would be authorized to establish 
branches with very small capitals wherever they choose, 
or, at least, within certain specified districts. This 
scheme would have several marked advantages. The 
system of parent and branches would furnish a natural 
circulatory system through which the capital of the great 

* October, 1897. 
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centres could be conveyed to the remotest districts ; the 
managers of the village bank could easily be persons hav- 
ing experience, training, and knowledge of the banking 
business ; the notes would be backed by large resources 
in capital, and hence far better secured than if issued by 
small, independent village banks. Probably, this third 
expedient would be most generally approved by special- 
ists. As a matter of politics, however, it is more likely 
that the second will be adopted. 

We have now traversed in some fashion the ground laid 
out at the beginning of this study. We have briefly con- 
sidered the most important objects of currency reform, 
and have set forth somewhat more fully the particular 
expedients which have been proposed for accomplishing 
these several objects. For the sake of greater complete- 
ness, I had at first hoped to devote a few pages to the 
consideration of projects of reform as organic wholes, and, 
in particular, to summarize and comment upon the most 
conspicuous bills now before Congress ; but space limits 
forbid any attempt to carry out this plan. I must con- 
tent myself with the hope that this study of objects and 
methods will prove of some value in that preparatory 
training which will enable the stiident easily to compre- 
hend particular plans of reform, and so will tend to render 
a special treatment of such plans comparatively needless. 

F. M. Taylok. 
University of Michigan. 
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